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E.O. 11652: N/A 

TAGS: EAGR, ETRD, EGEN, AS 

SUBJ: GOVERNMENT ATTEMPT TO LOWER FLOOR PRICE FOR 
WOOL HALTED IN CAUCUS. 

1. IN A SURPRISE MOVE ON FRIDAY, THE FEDERAL CABINET 
DECIDED TO REDUCE GOVERNMENT SUPPORT TO THE WOOL INDUSTRY 
BY REDUCING THE BASIC FLOOR PRICE FROM 251 A CENTS PER 

KG TO 200 A CENTS FOR THE 1975/76 CLIP, 21 MICRON GRADE 
WOOL, CLEAN BASIS. HOWEVER, THE CABINET DECISION WAS 
OVER-TURNED IN CAUCUS ON TUESDAY BY A WIDE MARGIN OF 
56 TO 29, THUS MAINTAINING THE ORIGINAL 250 A CENTS PER 
KG FLOOR PRICE FOR 1975/76. 

2. WOOL INDUSTRY LEADERS WERE STUNNED BY THE CABINET 
DECISION AND WAGED A STRONG BATTLE OVER THE WEEK-END 
TO HOLD THE CURRENT FLOORPRICE, ASSERTING THAT THE 

CUT WOULD HAVE BROUGHT CHAOS TO THE INDUSTRY. THEY CLAIMED 
THAT REDUCING THE FLOOR PRICE WOULD HAVE MEANT A VIRTUAL 
HALT TO THE AUCTIONS BETWEEN NOW AND JULY WHEN THE NEW PRICE 
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20 PERCENT DROP IN MARKET PRICES WOULD HAVE MEANT A LOSS OF 
ABOUT $A80 MILLION FOR THE 1.6 MILLION BALES OF WOOL THE 
AUSTRALIAN WOOL CORPORATION ALREADY HAS IN STORE. 

3. THE MOVE ON THE PART OF THE GOVERNMENT WAS AN ATTEMPT 
TO CUT EXPENDITURES BECAUSE OF THE LARGE DEFICIT IT 

WAS ALREADY FACING. THE AWC IS CURRENTLY IN DEBT WELL 
OVER $A400 MILLION SUPPORTING THIS YEARS WOOL CROP, OF 
WHICH $A360 MILLION HAS BEEN PROVIDED BY GUARANTEED 
GOVERNMENT LOANS. ALTHOUGH THE MARKET HAS IMPROVED IN 
RECENT WEEKS, THE GOVERNMENT WAS CONCERNED THAT THE AWC 
WILL BE FORCED BACK IN THE MARKET AGAIN LATER AND THAT IT 
COULD BE IN DEBT BY AS MUCH AS $A600 MILLION BY THE END 
OF 1975/76. AWC NEEDS ABOUT 275 A CENTS PER KG TO CLEAR 
OUT THE PRESENT STOCKPILE WITHOUT TAKING A LOSS. 

4. EMBASSY COMMENT: WE VIEW WITH GREAT SKEPTICISM THE 
INDUSTRY'S CONTENTIONS RESPECTING THE MARKET EFFECTS OF THE 
PROPOSED FLOOR PRICE CHANGE. GIVEN THE RECENT STRENGTHENING 
OF WOOL PRICES, IT IS FAR FROM CLEAR THAT A CHANGE IN THE 
FLOOR PRICE WOULD DIRECTLY AFFECT THE MARKET PRICE, WHILE 
THE PRICE AT WHICH THE ENORMOUS QUANTITY OF WOOL NOW HELD 
BY THE CORPORATION WILL BE SOLD IS NOT DIRECTLY RELATED TO 
THE PAST OR FUTURE ACQUISITION PRICE. ON THE OTHER HAND, 
HOWEVER, THE CAUCUS REVERSAL OF THE CABINET DECISION COMES 
AS NO SURPRISE. THE RURAL REACTION TO THE CABINET DECISION 
POSED A SERIOUS THREAT TO NUMEROUS LABOR GOVERNMENT 
PARLIAMENTARY SEATS WITH LARGE RURAL VOTE AND THE RESULT 
WAS IRRESISTIBLE POLITICAL PRESSURE FOR RETENTION OF THE 
HIGH FLOOR PRICE. 
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